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Chevron Lubricants Lanka PLC 22" March 2010

» Reason for theSELLRecommendation
A Gross ProfitMargins during FY 2009 increased to 36% compared to 24% recorded in FY

2008. The higher margins are due to the significant drop in COGS during 2Q09 and
3Q09 owing to a drop in global base oil prices.

A However we believe a very high level of Gl OO0 - AOCET O AAT 80 AA
term due to competitive pressures andéhcreasing base oil pricestherefore we expect
a long term Gross Profit Margin of 27% beyond FY E011

A We therefore expect profits to fall in 2010 and 2011 from the highdksvachieved in

Market Statistics as at 22° March 2010 2009, while our DCF valuation of Rs147 and DDM valuation o133sis below the

current share price.

Share Price Rs. 168.75

12M Low Rs. 141.00 » Recommendation History

12M High Rs. 193.75 A Since our Sell recommendation othe counter on the 24th of December 2009, the

share price has increased by 15&hile the ASPI has appreciated by 1446

Market Cap Rs. 20.2Bn P y PP y

Shares in issue 120 Mn

Shares held by puinC 49% [Chevron Lubricants Lanka PLC
income Statement(Rs. Millions) 2004 2005 2006 2007 2008 2000  2010E  2011E  2012E  2013E 2014E  2015E 2016

ASPI 3,743.00 Revenue 4506 5560 7694 8654 800 8601 8777 8953 9132 9315 9501 9691 9,885
YoY% 8% 22% 38% 129 3% =29 1% 2% 2% 2% 2% 2% 29

MPI 4,324.54 coGs 3226 4083 5858 6369 6774 5505 5969 653 6666 680 6936 7,004 721
Gross profit 1317 147 183 2286 212 3096 2809 2417 2466 2515 2,565 2617 2,669
GM% 29% 26% 24% 26% 24% 36% 320 27% 27% 27 27% 27% 279
Total operating expenses 503 529 61C 680 ™ 851 856 77 788 798 810 822 834
Operating profit 814 943 122" 1606 1,384 2245 1953 1640 1678 1717 175 1795 183
YoY% -159) 16% 30% 319 -149 62% -13% -169) 2% 2% 2% 2% 29
OM% 18% 17% 16% 199 169 26% 229 18%) 18%) 18%) 18% 19%) 199
Pre-tax profit 892 994 1246 1650  148. 2,344 2034 1727 L7712 1818 1865 1012 196
Tax expense 245 204 439 580 535 849 712 604 620 636 653 669 686
Tax rate% 27% 30% 35% 35% 36% 36% 35% 35% 35% 35% 35% 35% 359
Net profit 647 700 807 1,07 948 149 132 1122 1152 1182 1212 1243 127

Price Volume Graph NP% 14% 13% 10% 12¢% 11'% 17¢% 15¢% 13% 13¢% 13¢% 13% 13% 13

EPS (Basic) 1078 1167 1345 1797 1580 1246 1102 935 960 985 1010 1036 1062
DPS 3400 975 950 1250 1050 1200 991 814 835 857 879 901 924

=3 Share Volume

Share Volume

ASPI & Share Price Movemen

190 - - 3900
185 -
——MPS ) - 3800
180 + ASPI
—~ 175 - 3700
¢
e 1704 L 3600 _
I 165 &
o L3500 ©
8 160 -
%]
1551 - 3400
150 -
145 A - 3300
Ana|yst 140 r r r r r . . . . . . . 3200
O O) O (8] () 9 & 9 J & ) () (8] QO
QS QS N A N M A AN by A N N N N
i v o & & & & & & o & & & & &
S.Sivakumaran & P SR N S S 4”

Page 1 of 11



O ol
(./ CAPITALALLIANCE

Business Segments

The Companycurrently supplies two main market segments, the Commercial and Industrial
market and the Retail market. The Retail segment (mainly comprising automobiles) accounts
for approximately 70% of Total Company Revenue, while the Industrial sector derives the

remainder of approximately 30%.
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Base QOil and Crude Oil Price Trend
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Performance Review for the FY2009

Revenue during the financial year ended 3December 2009ell by 2%YoY to reach Rs.8,691
Million, while Cost of goods sold dropped by 17%YoY to Rs.5,595 Million. This has resulted in
a 46%YoY gwth in Gross Profitgo Rs.3,096 Million The drop in Revenue during FX009 is
mainly due to a downturn in local and export demand. According to the Company, the
industry volumeshave declined forthe third consecutive year by7%Further, the Company

saw a decline in export volumes to Maldives and Bangladesh during2B¥9.
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Gross Profit Margin
Increased from 244FY 2008)
to 36%(FY 2009)

Operating Profit Margin
Increased from 164FY 2008)
to 26%(FY 2009)

Net Profit Margin
Increased from 1%(FY 2008)
to 124FY 2009)

The Total Operating Expenses during the period under review rose by 5%YoY to Rs.851
Million, while the Operating Profit forFY 2009 expanded by 62%YoY to Rs.2,245 Million.
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The Net Profit of the Companyrew by 17%YoY to Rs.1,495 Million during FY 2009. During
the period under review, theCompany resolved to increase the number of shares by way of

a subdivision of each existing ordinary share into two shares. This has inesg@the number

of shares in issue to 120 million shares from 60 million sharEsus, the EPS for FY 2009
stood at Rs.12.46 as opposed to Rs.7.90 (recalculated using the increased number of shares

as a result of the subdivision of shares) recorded for th&r 2008.
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Performance Review for theQuarter Ended 3% December 2009

Rs.Mn
Revenue during 4Q09 rose 3,000 + —a5%

=S Revenue ke COGS —— Gross Profit Margin
2%YoY to reach Rs.2,091
2,500 + T 40%

Million, while Cost of goods
sold dropped by 24%YoY to 2,000 |
Rs.1,328 Million. This has
resulted in a 162%YoY growth

+ 35%
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Financial Summary

Chevron Lubricants Lanka PLC

Income Statement(Rs. Millions)for the Quarter Ended 31-Dec-0831-Dec-09 YoY%
Revenue 2,049 2,091 29
COGS 1,758 1,328 -24%
Gross Profit 291 763 162%
Administration Expenses 74 81 10%
Selling andDistribution Expenses 140 149 69
Total Operating Expenses 213 230 89
Operating Profit 78 534 5869
Pre-tax Profit 63 570 8099
Tax Expense 31 194 523%
Net Profit 32 376 1092%
EPS (Basic) 0.26 3.13

DPS 1.50 6.50
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Revised Forecasts

Therevenueof the Company forFY 2009 fell by 2%YoWhe drop in revenue wamainly due
to a decline in export volumes to Maldives and Bangladesh during FY 2a6@ slowdown in
the import of vehicles in the domestic market and lengthening service intervals. Hovee,
with the improvement in sentiments for both Maldives and Bangladeshve believe the
outlook for exports in FY 2010 is positive. In additionthe domestic transport sector will
grow at a rapid pace with the expected boom in the tourism sector, coupled with increased
travelling as a result of the opening up of the North and Eastherefore, in our revised

forecasts, we have maintained the revenue growth rate f@®010E at 2%.

Revenue Growth QoQY%

—o— Revenue Growth QoQ% —— Linear (Revenue Growth QoQ%

In our previous report we forecasted a Gross Profit Margin of 35% for FY 2009E and it came
in line with our expectations and stood at 36% despite the very high margins recorded
during 2Q09 and 3Q09. We mentioned in our previous repofn our opinion, the 41%
consecutive gras margins in 2Q09 and 3Q09 cannot be sustained in the long term due to competitive
pressures and higher basél @rices that we expect to séesn our revised forecast,we have
increased the Gross Profit Margito 32% for FY 2010E from the 30% projectieade in our
previous forecast while the average projected Gross Margin beyond FY 2011E is incraased

27% from the 25% we hpckviously.
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WACC
= 13% 14% 15% 16% 18% 20%
= 20% 154 119 98 84 67 57
= 23% 188 145 119 102 80 67
§ 25% 211 163 133 114 89 75
) 27% 234 180 147 125 98 82
30% 269 206 168 143 111 92
35% 326 249 203 172 134 110
38% 361 275 224 190 147 121

Company Forecasts6™ January 2010

Revenue 4546 5560 7694 865 890C 8811 8988 9167 9351 9538 978 992
YoY% 8 2% 3% 12% M 1% W % W W M 2%
COGS 3208 408 585 636¢ 6806 5727 6201 6875 7013 7153 7296 744
Gross prof 1307 1472 183 2286 2094 3084 2696 2292 2338 2384 2432 248
GM% 2% 26% 4% 26% 2% %% 0% X% 2% 2% 2% 25%
Total operating expenses 53 529 610 680 709 86 &4 775 786 797 80 822
Operating profit 814 43 1227 1606 1385 2268 1842 1517 1552 1587 1623 1,659
YoY% 15% 16% 30% 3% -14% 64% -19% -18% 2% 2% 2% 2%
Pre-tax prof 892 994 1246 165 1483 2345 1923 1606 1649 1692 1736 178(
Tax expense 45 294 439 580 5% 84 673 562 577 592 608 623
Tax rate% 2% 0% 3% 3% 3% 6% 3% K% 3% % 3% 3%
Net profit 647 700 807 1076 948 1501 125C L1044 1072 110C 1128 1159
YoY% 2% 8% 15% 3% -12% 58% 7% -16% 3% 3% 3% 3%
EPS 1078 1167 1345 1797 1580 2502 2083 1740 1787 1833 1881 199
DPS 300 975 950 1250 1050 2400 1791 1479 1519 1558 1599 1639

Revised Forecasts

[Chevron Lubricants Lanka PLC
Income Statement(Rs. Millions) 2004 2005 2006 2007 2008 2009  2010E  2011E 2012E  2013E 2014E  2015E 2016

Revenue 4546 5560 7694 8654 8900 8691 8777 8953 9132 9315 9501 9691 9,885
YoY% 8% 29 3% 12% 3% 2% 1% 0 il 0 il 2% 2
COGS 322 4088 5858 6369 6774 5595 5969 6536 6666 6800 6936 7074 721
Gross profit 1317 147 1836 2286 2126 3096 2809 2417 2466 2515 2565 2617 2,669
GM% 29Y% 26Y% 24% 26% 24Y 36% 32% 21% 21% 21% 21% 21% 219
Total operating expenses 502 529 61( 680 41 851 856 7 788 798 810 822 834
Operating profit 814 043 1227 1606 1385 2245 1953 1640 1678 1717 1756 1795 183
YoY% -15% 169) 30% 319 14 62% A13% <169 2% 2% 2% 2% 2
OM% 18y 1% 16w 19% 16  26% 20 189 18% 18 18% 199 199
Pre-tax profit 892 994 1246 1656 148 2344 2034 1727 L4772 1818 1865 1912 196
Tax expense 25 294 439 580 535 849 712 604 620 636 653 669 686
Tax rate% % 30% 3B% % 36% 3% 3%  3B%  3B%  3B% 3% 35% 359
Net profit 647 700 807 1076 948 1495 132 1122 1152 1182 1212 1243 127
NP% 14% 13% 10% 12% 1'% 17% 15% 13 13% 13 13% 13 13
EPS (Basic) 1078 1167 1345 1797 1580 1246 1102 935 960 085 1010 1036 1062
DPS 3400 975 950 1250 1050 1200 991 814 835 857 879 901 924
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Revised Forecast Summary

12,0004
E 10,000 g
T 8,000 - e
g:Ui 6,000 ~ &
4,000 A
2,000 A
07 2005 2006 2007 2008 2009 2010E 2011E 2012E 2013E 2014E 2015E|
mmm EPS (Rs.) 11.67 13.45 17.97 15.80 12.46 11.02 9.35 9.60 9.85 10.10 10.36
——Operating income (Rs. millions) 943 1,227 1,606 1,385 2,245 1,953 1,640 1,678 1,717 1,756 1,795
——Net income (Rs.millions) 700 807 1,078 948 1,495 1,322 1,122 1,152 1,182 1,212 1,243
——Sales (Rs.millions) 5560 7,694 8,654 8,900 8,691 8,777 8,953 9,132 9,315 9,501 9,691
Valuation
DCF Valuation
Our base case valuation for LLUBs in our last report is based on the Discounted Cash
Flow valuation. We have projected specific cash flows up to 2016, taking a terminal growth
rate of 10% from that point. Even though the current capital structure of the Company does
not carry any debt, we believe the Companwill improve its capital structure in the future
and thus we have assumed a WACC o%d.%or our bae case DCF valuation, from %6used in
our previous report. Despite the very high levels of Gross Profit Margins recorded during
2Q09 and 3Q09, with the sing base oil prices and intensified competition in the industry
we have assurad a forecast Gross Margin of 32 forFY2010E and an average Gross Margin
of 276 from 2011E and beyond. Therefore, ouwrtarget price for LLUB is Rs.1400.
New DCFSensitivity table
WACC
13% 14% 15% 16% 18% 209
5% 116 104 95 88 76 68
Terminal 7% 140 122 108 98 83 72
Growth 8% 158 135 118 105 87 75
Rate 109 234 180 147 125 98 82
119 329 225 173 142 106 86
129 613 316 217 167 117 92
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Old DCF Sensitivity table6™ January 2010

WACC
14% 15% 16% 18% 20% 239
50 105 97 90 79 72 63
Terminal 79 119 107 98 84 75 65
Growth 89 129 115 103 88 77 67
Rate 109 166 139 120 97 83 69
119 203 160 133 103 86 71
129 277 195 153 112 91 73

Multistage Dividend Discounted Model Valuation

Our next valuation method for LLUB is the Multisge Dividend Discounted Model{DM)

valuation method. As in our previous valuation method, we forecasted dividends per share

until 2016 and from 2016nwards, we assumed a terminal growth rate of 11%. The WACC

used in this valation is 156.Thus, the fair value price per share calculatethrough the

Multistage DDM valiation method for LLUB is Rs. 15®.

New DDM Sensitivity Table

Sensitivity of DDM valuation
Q WACC
& 13.5% 14% 15% 17% 18% 20%
g 3% 86 83 77 67 63 57
% 5% 97 92 84 72 68 60
= 8% 129 119 104 84 77 66
= 11% 236 199 153 107 94 77
qé) 129 366 279 192 121 104 82
= 13% 1020 519 268 142 117 88
Old DDM Sensitivity &ble - 6" January 2010
o WACCT
c 14% 15% 16% 18% 20% 23%
"g 3% 67 62 57 50 44 38
g) 5% 75 68 62 53 46 39
= 8% 96 83 74 60 51 42
£ 11% 160 122 100 74 59 46
S |12 224 152 117 81 63 48
= 13% 415 213 146 91 68 50
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